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ACCELERATED AMORTIZATION AND INDUSTRIAL 
CONCENTRATION * 


Richard T. Selden 


Ae the pages of this journal testify,’ econo- 
mists recently have displayed a lively in- 
terest in the trend of industrial concentration. 
Those fearful of increased concentration in 
years to come are likely to be particularly con- 
cerned over the implications of continued heavy 
defense outlays. Although the evidence is far 
from convincing, many believe that the World 
War II mobilization program intensified indus- 
trial concentration. The issue examined in this 
article is whether a particular mobilization 
measure, accelerated tax amortization, has con- 
tributed toward increased concentration in 
American manufacturing industries during the 
current defense build-up. 


I 


Soon after the outbreak of fighting in Korea 
the government initiated its accelerated amor- 
tization program, whereby businesses may 
amortize (for tax purposes) new investments in 
defense-related facilities over the relatively 
short period of five years.” The National Se- 
curity Resources Board issued the first “certif- 
icates of necessity” permitting rapid write-offs 
on 30 November 1950. Since January 1951, the 
Office of Defense Mobilization has performed 
these certifying duties.* These agencies to- 


* Three Vanderbilt University students, Carolyn Coil, 
Arthur Dickerson, and John Folkerth, rendered valuable 
statistical assistance. 

1See M. A. Adelman, “The Measurement of Industrial 
Concentration,” this REvrEw, XXXIII (November 1951), 
269-96; the comments of Corwin D. Edwards, George W. 
Stocking, Edwin B. George, and A. A. Berle, Jr., this RE- 
VIEW, XXXIV (May 1952), 156-74; Adelman’s rejoinder 
in the same issue, 124-78; John M. Blair, ‘‘ “The Measure- 
ment of Industrial Concentration’: A Reply,” this REvIEw, 
XXXIV (November 1952), 343-55; Adelman, “Rejoinder,” 
same issue, 356-64; John Lintner, “Further Rejoinder,” same 
issue, 364-67; Stanley Lebergott, “Has Monopoly In- 
creased ?” this REvieEw, XXXV (November 1953), 349-51; 
and “Rejoinder to Mr. Lebergott,” by G. Warren Nutter, 
same issue, 352-53. 

?See section 124A, Internal Revenue Code. These pro- 
visions were enacted in section 216, Public Law 814, 81st 
Congress, 2nd Session. 

5 Certification duties were assigned to these agencies by 
Executive Orders 10172 and 10200, 12 October 1950 and 3 
January 1951, respectively. 
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gether had issued 18,632 tax certificates cover- 
ing proposed investments of more than $29 bil- 
lion by the end of 1953.* Actual allowable 
amortization, however, was considerably less, 
since fast amortization of the entire cost of a 
proposed expansion is seldom permitted. The 
percentages allowed have varied greatly with 
the nature of the new facilities (and to a lesser 
extent with size of firm), but, as of March 
1953, the average portion allowable for rapid 
amortization was about 61 per cent.’ 
Accelerated tax amortization, in common with 
other emergency defense measures, has not been 
administered entirely without regard to possible 
effects on industrial structure. The original 
NSRB regulations ® included among secondary 
criteria to be used in passing on applications 
for certificates ‘assurance of fair opportunity 
for participation by small business” and “‘pro- 
motion of competitive enterprise.’”’ However, 
these criteria have not been implemented ade- 
quately with formal administrative machinery. 
The amortization program had barely gotten 
under way before critics were contending that 
favoritism toward “big business” was stifling 
competition. By the spring of 1951 several con- 
gressional committees were investigating vari- 
ous aspects of defense mobilization.’ One com- 
mittee reported that the amortization policies 
then being pursued “. . . inevitably will re- 
sult in a further concentration of the basic 
industries of this country in existing big busi- 
ness enterprises.” ®° The Attorney General and 
the Secretary of the Interior sounded similar 


‘Wall Street Journal, 12 January 1954. 

>See Defense Production Act Progress Report No. 25, 
83rd Congress, 1st Session, Senate Report No. 154, 20 April 
1953, lable A. 

° Federal Register, 28 October 1950, p. 7265. 

“These included subcommittees of the House Judiciary 
Committee and the Committee on Expenditures in the Ex- 
ecutive Departments, the House Small Business Committee, 
the Senate Committee on Banking and Currency, and the 
Joint Committee on Defense Production. 

® Certificates of Necessity and Government Plant Expan- 
sion Loans, 82nd Congress, 1st Session, House Report No. 
504, 28 May 1951, P. 2. 
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notes of apprehension.” Mr. James B. Carey 
of the Congress of Industrial Organizations 
testified: “In granting 50 per cent of the total 
to some 20 companies there arises the promotion 
of monopoly — pure and simple.” ?° Other ob- 
servers expressed similar views.”’ 

There have been no important policy changes 
in the accelerated amortization program since 
IQ51 as it affects small business or the extent 
of competition.’ From time to time additional 
bits of evidence have been offered to show that 
big firms (presumably “monopolies’’) are still 
getting the lion’s share of amortization benefits. 


II 


The benefits of accelerated amortization are 
not inconsiderable, though they are far less sub- 
stantial than some critics of the program seem 
to think.** In any case, the manner in which 
these benefits have been distributed may have 
influenced the relative strength of firms and 
hence may have altered industrial structure. If, 
in fact, leading firms have been the main recip- 
ients of rapid write-off privileges, there is truly 
cause for alarm. I now turn to a closer exami- 
nation of this issue. In doing so I shall analyze 
three distinct approaches to the problem. 

1. The “economic oligarchy” approach. One 
of the more crude but nevertheless interesting 
ways of studying industrial organization is the 
“economic oligarchy”? approach, whereby the 
size of an arbitrary number of giant firms is 


°U. S. Dept. of Justice, Office of the Attorney General, 
“Report of the Attorney General of the United States, Pur- 
suant to Section 708 (e) of Public 774, 81st Congress,” 7 
December 1950, pp. 20-21; and Defense Production Act 
Amendments of 1951, Hearings, 82nd Congress, 1st Session, 
Committee on Currency and Banking, 14 May 1951, p. 488. 

Testimony given 29 May 1951, Defense Production Act 
Amendments of 1951, op. cit., p. 1962. 

% Richard M. Cooperman, “Our $ Patriots,” The New 
Republic, Vol. 124 (4 June 1951), pp. 10-13; and Frank J. 
Kottke, “Monopoly and Mobilization for Defense,” South- 
ern Economic Journal (April 1952), 516-25, esp. p. 523. 

The activities of the Small Defense Plants Administra- 
tion should be mentioned in this connection, however. From 
its earliest operations, late in 1951, SDPA exerted pressure 
for favorable action on small business applications for certif- 
icates. See the seven quarterly reports of SDPA for details. 

8 Briefly, there are three main benefits to recipient firms: 
an interest-free loan, a higher probability of deducting full 
capital costs from income before computing taxes. and the 
possibility of paying less taxes over the asset’s normal life 
if tax rates decline after the rapid write-off period has 
elapsed. 
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studied in relation to the entire business popu- 
lation. While this approach is not very informa- 
tive in itself, it provides a convenient preface 
to more refined analyses. 

From the Federal Trade Commission’s 1948 
list of leading manufacturing companies * I 
have selected the 50 largest firms judged by 
total assets. Most of these firms (food and 
tobacco companies were notable exceptions) 
received large amounts of rapid amortization. 
The group total was $7.9 billion as of 30 June 
1953; this was about 52 per cent of the amount 
granted to all manufacturing firms.’ In 1948 
the assets of these firms made up only about 34 
per cent of all corporate manufacturing assets.'° 
Thus if volume of assets before the emergency 
is our criterion, the 50 largest manufacturers 
got a disproportionately large share of tax 
certificates. 

A similar but more systematic approach leads 
to the same conclusion. The FTC’s quarterly 
financial data*’ include separate figures for 
amounts amortized under the 1950 legislation, 
by seven asset-size groups. Table 1 shows esti- 
mated rapid amortization deductions actually 
taken during 1952 by each size group as a per- 
centage of the total for all manufacturing cor- 
porations. Firms with $100,000,000 or more 
total assets took 67.7 per cent of the total, as 
compared with 2.0 per cent for firms with less 
than $1,000,000 assets. These same groups 
held 51.5 and 6.0 per cent, respectively, of all 
corporate manufacturing assets as of the end 
of 1952. Thus again we see that larger firms as 
a whole have fared relatively well under the 
Korean accelerated amortization program. 


“Federal Trade Commission, A List of 1,000 Large 
Manufacturing Companies, Their Subsidiaries and Affiliates, 
1948 (Washington 1951). 

** For this study, certificates received by the 50 firms were 
computed from a business-machine tabulation of all cer- 
tificates granted as of 30 June 1953. This or similar tabu- 
lations, such as those described below, may be inspected by 
the public at ODM’s Washington offices. These listings con- 
tain many errors, but the figure given in the text cannot be 
far from the correct one. 

** Total corporate manufacturing assets taken from U. S. 
Federal Trade Commission and Securities and Exchange 
Commission, Quarterly Financial Report, U. S. Manufac- 
turing Corporations, 4th Quarter, 1949 (Washington 1950), 
Table 1. The 4th quarter, 1948, figure was used for this 
purpose. 

™U. S. Federal Trade Commission and Securities and 
Exchange Commission, op. cit., 4th Quarter, 1952, April, 
1953, lable 1. 
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2. The Commerce Depariment’s approach. 
Government agencies generally have confined 
their investigations of amortization distribution 
to analyses of firm size by employment. The 
most careful classification scheme of this type, 
that developed by the Commerce Department,'® 
treats firms with fewer than too employees as 
“small,” firms with more than 2500 employees 
as “large,” and those with intermediate em- 
ployment levels as large or small depending on 
circumstances within each industry. Pre-Korean 
employment data are used in these classifica- 
tions. According to the most recent tabulation, 
as of 25 February 1953, small business received 
10.4 per cent of the total amount certified for 
rapid amortization." 


THE REVIEW OF ECONOMICS AND STATISTICS 


the most significant question for this investiga- 
tion, the answer to which will shed most light on 
the influence on the accelerated amortization 
program, is this: have dominant firms in the 
various industries received a share of all rapid 
amortization granted to those industries greater 
than, equal to, or less than that indicated by the 
pre-Korean positions of these firms in their 
respective industries? The complicated and 
laborious precedure described below provides 
an answer to this question. 

First, as an index of pre-Korean industrial 
status I used the Commerce Department’s con- 
centration ratios for the 452 Standard Indus- 
trial Classification four-digit industry groups.”° 
These ratios pertain solely to manufacturing in 


TABLE I.— DISTRIBUTION OF RAPID AMORTIZATION DEDUCTIONS AND TOTAL ASSETS FOR 











Rapid 
Asset amorti-ation, 
Classes 1952 Per cent of 
($ million) ($ million) total 

Under 250,000 None None 
250,000-999,999 9 2.0 
T,000,000—4,999,999 25 57 
5 ,000,000—9 ,999,999 13 3-0 
10,000,000—49,999,999 65 14.8 
50,000,000—99,999,999 30 6.8 
100,000,000 and over 297 67.7 
All Classes 439 100.0 








SourcE: Basic data from Federal Trade Commission and Securities and 


ing Corporation, 4th Quarter, 1952, Vable 1. 


The inadequacies of this approach in its pres- 
ent form are obvious since there is no indica- 
tion whether the “fair share’ of amortization 
privileges for small business was less than, 
equal to, or greater than 10.4 per cent. In addi- 
tion, this approach suffers from the disadvan- 
tage of using firms rather than establishments 
as basic units. Thus a multi-establishment firm 
is usually classified “large” even though some of 
its establishments may engage in lines of busi- 
ness where their output is a minor portion of 
the total. Clearly, another method of study 
must be used if effects of rapid amortization 
on market power are to be explored. 

3. The “dominant firm” approach. Perhaps 


* See U. S. Department of Commerce, Business Informa- 
tion Service, “Size Classification of Manufacturers,” (Wash- 
ington, 1951). 

® Defense Production Act Progress Report No. 25, op. 
cit., Table D. 





Cumulative 


MANUFACTURING CORPORATIONS, 1952, BY SEVEN ASSET CLASSES 





4th quarter 


assets, Cumulative 


per cent of 1952 Per cent of per cent of 

total ($ million) total total 
None 5,987 3.6 3.6 
2.0 10,009 6.0 9.6 

77 17,554 10.6 20.2 
10.7 8,737 5:3 25.5 
25.5 25,956 15.6 AI.I 
32.3 12,219 7.4 48.5 
100.0 85,502 51.5 100.0 

165,965 100.0 


Exchange Commission, Quarterly Financial Report, U.S. Manufactur- 


1947. They refer to value of shipments by the 
first 4, 8, 20, and 50 companies as percentages 
of shipments by each SIC industry. Second, in 
various ways I identified the four leading firms, 
although in most cases actual identification of 
all four was unnecessary.”* Third, I obtained 


*° Published in Study of Monopoly Power, Serial No. 14, 
Part 2—B, 81st Congress, 1st Session, House Judiciary Com- 
mittee, Subcommittee on Study of Monopoly Power, Hear- 
ings, pp. 1436-1456. Actually the slightly different Census 
categories were used in computing these concentration ratios 
rather than the SIC groups. For detailed description of the 
differences between the two sets of breakdowns, see U. 5S. 
Dept. of Commerce, Bureau of the Census, Census of Manu- 
factures, 1947, Vol. II (Washington, 1949), Appendix C. 

*1 Anyone who has done an “industry study” will realize 
at once the great difficulty of this task. However, in many 
SIC classes only a few firms were granted certificates, and 
it was usually possible to show that few or none of these 
could have been among the top 4 firms in 1947. In general, 
the study used the following types of evidence in identifying 
the leaders. 

First, general background and occasionally highly spe- 
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from ODM two business-machine tabulations 
listing all applications for certificates of neces- 
sity, including those denied, withdrawn, and 
pending. Both tabulations give applicant’s name 
and location of proposed expansions, amounts 
certified and allowable for rapid amortization, 
and the SIC group in which the application is 
classified. One tabulation, as of 15 April 1953, 
is arranged by SIC industries; the other, as of 
5 August 1953, is arranged alphabetically by 
applicants. The April tabulation contains 237 
SIC categories for manufacturing industries. 
Each of these 237 groups was analyzed to deter- 
mine the percentage of the industry’s amortiza- 
tion granted to the four largest firms as of 1947. 

Fourth, I then compared the two sets of per- 
centages (the 1947 concentration ratio and the 
amortization share received by the four leaders 


cific information were afforded by published works such as 
Edward L. Allen’s Economics of American Manufacturing 
(New York, 1952); The Structure of American Industry 
(New York, 1950), ed. Walter Adams; Corporate Concen- 
tration and Public Policy (New York, 1950), by Purdy, 
Lindahl, and Carter; and various studies by the FTC and 
the Tariff Commission. 

Second, Moody’s Manual of Investments, 1948 (New 
York, 1948) often gave valuable information on sales, assets, 
output, capacity, and plant locations which, when combined 
with data contained in the Census of Manufactures, per- 
mitted reasonably accurate determination of a firm’s im- 
portance on any market. For example, the geographical 
breakdowns in the Census might indicate that Tennessee 
was a negligible factor in the aircraft industry in 1947; if 
from Moody’s we learn that a particular aircraft company 
had establishments only in that state in 1947, the company 
may safely be excluded from the top 4 firms. Similarly, by 
subtracting the concentration ratio for the top 4 firms from 
that of the top 8 firms and dividing the result by 4 we may 
obtain the minimum possible percentage and dollar volume 
of shipments accounted for by the No. 4 firm. Firms with 
sales (as reported in Moody’s) less than this minimum 
amount usually can then be excluded from the top 4 firms. 
For example, SIC No. 2881, cottonseed oil mills, made ship- 
ments of $518,091,000 in 1947. The first 4 firms accounted 
for 43.3 per cent, the first 8 firms for 55.3 per cent of the 
total. The second 4 firms, then, made 12 per cent of the ship- 
ments and the average for the second 4 was 3.0 per cent. 
The fifth firm could not have shipped less than the average 
for the second 4 firms, and therefore neither could the 
fourth firm. The latter, then, made shipments of at least 
$15.5 million and not more than $56.1 million. 

Third, where a company was coded “S” (small) on the 
ODM tabulation described in the text this was taken as 
evidence that the company probably was not one of the top 
4 firms. A complete description of the time-consuming process 
by which the leading firms were identified is impossible here. 
It is important to note, however, that in cases of substantial 
doubt about the size of a firm which received rapid amor- 
tization, it was systematically included among the top 4 
firms. 
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in 1947). Each industry was assigned to one of 
four categories: (1) industries in which distri- 
bution of certificates tended to increase con- 
centration (category I); (2) those in which no 
clear tendency occurred (category U); (3) 
those in which there was a tendency toward 
deconcentration (category D); and (4) prob- 
lem industries which could not be studied by 
this technique (category P).** The arbitrary 
rule was adopted of placing in category U all 
industries for which the two percentages dif- 
fered by no more than ten points; ** or, for 
industries with concentration ratios lower than 
20 per cent or higher than 80 per cent, half the 
number of points between the ratio and zero or 
between the ratio and roo per cent.** 

The results are shown in Table 2. Fifty- 
three SIC industries, comprising only 5.6 per 
cent of the $14.6 billion certified in manufac- 
turing, were assigned to category P. This left 
$13.8 billion, granted to 184 SIC industries, 


2It should be stressed that the language used here and 
elsewhere in this study is not intended to imply that SIC 
industries in category I (for instance) actually experienced 
increased concentration during 1950-53. Concentration may 
change because of differential growth rates among firms or 
because of redistribution of existing capacity. This study 
says nothing at all about the latter, and it considers only one 
of the many inducements for growth. It is entirely possible 
that the influence of rapid amortization was more than 
offset by other factors operating in the opposite direction. 
Even for the few industries in which nearly all expansions 
during this period were certified for rapid write-offs, one 
cannot be certain that the observed pattern of investment 
distribution is substantially different from what it would 
have been in the absence of the amortization program. 

*8 The rationale of this procedure is the belief that econ- 
omists will be primarily interested in pronounced discrep- 
ancies between concentration ratios and amortization 
shares; the 10 point rule adopted here seems as good as any 
other arbitrary rule. Since completing this study I have 
discovered that the same procedure has been adopted by 
J. Keith Butters, “Recent Trends in Industrial Concentra- 
tion and Taxation,” in Taxation and Business Concentration 
(Tax Institute, Princeton, 1952), pp. 3-17. 

*4 Perhaps a few examples will clarify the text. Suppose 
an SIC industry had a 1947 concentration ratio of 30.0 per 
cent. If the top 4 firms received 40.1 per cent or more of 
the industry’s amortization, the industry would be assigned 
to category I. If the top 4 firms received 19.9 per cent or 
Jess of the industry’s amortization, the industry would be 
assigned to Category D. Amortization shares of more than 
20 per cent but less than 40 per cent would mean assignment 
to category U. 

On the other hand, if the 1947 concentration ratio were 
12.0 per cent a different rule would be applied. The industry 
would be assigned to category I if the amortization share 
were 18.1 per cent or higher, to category D if the share 
were 5.9 per cent or lower. A similar rule was used for in- 
dustries with concentration ratios above 8o per cent. 
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TABLE 2. — IMPACT OF ACCELERATED AMORTIZATION ON POSITION OF LEADING 
MANUFACTURING FIRMS, SUMMARY OF RESULTS * 


(Dollar amounts in millions) 


286 
Amount Amortization 
Category certified allowed 
I $ 733.8 $ AIO.I 
U 5,305.3 3424.5 
D 7,789.7 5,151.3 
Subtotal 13,828.9 8,985.9 
P 814.3 528.6 
Total 14,643.2 9,514.6 


* See text for description of categories and procedure adopted. 


which it was possible to assign to one of the 
other three categories. Of this total, industries 
recelving 5.3 per cent fell in category I, 38.4 
per cent in category U, and 56.3 per cent in 
category D. Thus the surprising conclusion 
emerges that within manufacturing the great 
bulk of certificates of necessity was distributed 
in such a way as to induce either no marked 
change or an actual decrease in concentration. 
Furthermore, in terms of allowable amortiza- 
tion the results point even more strongly toward 
deconcentration: industries in category I made 
up only 4.6 per cent of the total. 


Per cent of total Per cent of subtotal 


Amount Allowable 


certified amortization certified amortization 
5.0 4.3 5.3 4.6 
36.2 36.0 38.4 38.1 
53.2 54.1 56.3 57-3 
94.4 94.4 
5.6 5.6 
100.0 100.0 


the first four firms. Hence a complete analysis 
of this sort is out of the question. 

Nevertheless, we can go far toward solving 
this problem by examining four key industries: 
SIC Nos. 2829 (industrial organic chemicals, 
not elsewhere classified), 2911 (petroleum-re- 
fining), 3311 (blast furnaces), and 3312 (steel 
works and rolling mills). Together these indus- 
tries received certificates amounting to $5,656,- 
026,000 and allowable amortization of $3,848,- 
807,000, or 38.6 per cent and 40.5 per cent re- 
spectively of the totals granted to all manu- 
facturing industries. Table 3 summarizes the 


TABLE 3.— COMPARISON OF AMORTIZATION RECEIVED BY THE 4 LARGEST AND THE 8 LARGEST 


FIRMS, 1947, FOR SELECTED INDUSTRIES 


Concentration 
ratios, 1947 * 


SIC No. Top 4 Top 8 
2829 47.0 64.4 
2gII 29 58.8 
S277 67.3 82.1 
3312 44.7 62.8 





* See footnote 20, above, for source. 
t+ Symbols are defined in the text above, p. 285. 


Would the above results be altered greatly by 
extending the analysis to a larger number of 
leading firms? Conceivably the fifth, sixth, 
seventh, and eighth largest firms in industries in 
category D received an unduly large share of 
tax certificates. In this case if we redefine 
“dominant” to include the top ezght firms the 
influence of rapid amortization may have been 
in the direction of increased concentration. Un- 
fortunately, the problem of identifying the top 
eight firms in each SIC industry for 1947 is 
much more formidable than that of picking out 


Classification 
on basis of: ¢ 


Amounts certified: 
Per cent received by: 


Top 4 Top 8 Top 4 Top 8 
38.5 54.7 U U 
26.7 46.0 D D 
18.8 28.1 D D 
41.8 59.8 U U 





analysis of these four industries. In none is the 
classification altered by studying the top eight 
rather than the top four firms. 

As a final refinement of this investigation I 
have taken a closer look at SIC No. 3312 (steel 
works and rolling mills), the largest industry 
in terms of amortization received, with a total 
of $2,732,664,000. In 1948 sixteen companies 
owned 92 per cent of all American steel-ingot 
capacity.” These firms, as Table 4 indicates, 


*° Computed from Directory of Iron and Steel Works of 
the United States and Canada (American Iron and Steel 
Institute, New York, 1948), pp. 461-63. 
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received only 68 per cent of the value of certif- 
icates granted to all firms in SIC No. 3312 
through 15 April 1953. 

There are some interesting contrasts in amor- 
tization shares relative to 1948 capacities with- 
in this group of leading steel producers. Ex- 
amination of Table 4 reveals that the top three 
firms (U.S. Steel, Bethlehem, and Republic) 
and several considerably smaller firms (Sharon, 
Colorado Fuel and Iron, Wheeling, and Cru- 
cible) did not participate in rapid amortization 
to the degree one might have expected on the 
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even when these new entrants are excluded from 
the computations the 16 largest firms received 
only 85 per cent (dollarwise) of certificates 
granted to members of the industry in 1948. 
From Table 4 it can be seen that virtually the 
same results are obtained regardless where one 
draws the line between dominant and nondom- 
inant firms. 

Before leaving the statistical analysis, let us 
note the areas of our economy in which amor- 
tization distribution deviated widely from the 
1947 patterns of industrial structure. Table 5 


TABLE 4. — COMPARISON OF STEEL-INGOT CAPACITY IN 1948 AND RAPID AMORTIZATION 
RECEIVED THROUGH I5 APRIL 1953 BY THE 16 LARGEST FIRMS IN 1948 





Percentage of industry 


Steel-ingot Certificates 
capacity, 1948 * of necessity f 
Firms Per cent Cum. per cent Per cent Cum. per cent 

United States Steel Corp. 33.14 33.14 23.58 23.58 
Bethlehem Steel Corp. 14.64 47.78 8.11 31.69 
Republic Steel Corp. 9.13 56.91 3.31 35.00 
Jones & Laughlin Steel Corp. 5.03 61.94 6.81 41.81 
National Steel Corp. 4.30 66.24 2.60 44.41 
Youngstown Sheet & Tube Co. 4.25 70.49 5-91 50.32 
Inland Steel Company 3.61 74.10 3.02, 53-34 
Armco Steel Corp. 2.59 79.07 6.44 59.78 
Sharon Steel Corp. 1.67 79.34 .46 60.24 
Colorado Fuel & Iron Corp. 1.54 80.88 16 60.40 
Wheeling Steel Corp. 1.50 82.38 86 61.26 
Crucible Steel Co. of America 1.33 83.71 1.02 62.28 
Ford Motor Co. 1.18 84.89 1.54 63.82 
Pittsburgh Steel Co. 1.14 86.03 2.38 66.20 
International Harvester Co. .96 86.99 .O4 66.24 
Kaiser Co., Inc. .92 87.91 1.75 67.99 





* See footnote 25, text, for source. Wholly-owned subsidiaries are included in all figures. 
+ Computed from the rs April 1953 business-machine tabulation described in the text, as revised by the author to correct obvious mis- 


classifications. 


basis of pre-Korean capacities. On the other 
hand, firms of intermediate size (with the con- 
spicuous exceptions of National and Inland) 
received large amounts of amortization privi- 
leges relative to their importance in the in- 
dustry. 

In large degree the tendency toward decon- 
centration among steel-ingot producers can be 
attributed to the granting of huge certificates 
to firms that had no such facilities in 1948, and 
even to entirely new enterprises.“ However, 

°° The most conspicuous example of the latter is the 
$228,000,000 certificate given to the New England Steel 
Development Corporation. This example illustrates at the 
same time a pitfall one may encounter in studying the 
impact of rapid amortization on industrial concentration: the 
mere fact that a certificate has been granted does not mean 


that the proposed facility will in fact be constructed. This 
is discussed further below. 


lists the amounts certified and allowable for 
amortization in category I industries which re- 
ceived certificates amounting to $10,000,000 or 
more. Table 6 contains a similar list for cate- 
gory D industries. | 

Five industries in Table 5 made up 68.5 per 
cent of the total in category I: SIC Nos. 2823 
(plastics materials), 2931 (beehive coke ovens), 
3297 (nonclay refractories), 3443 (boiler-shop 
products), and 3521 (tractors). Except in the 
case of plastics materials, the top four firms in 
these industries received considerably more 
than the minimum share necessary for classifi- 
cation in that category. In the case of SIC No. 
2931, for instance, the top four firms made 47.5 
per cent of all shipments in 1947 but received 
87.2 per cent of the rapid amortization. On the 
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TABLE s.— AMOUNTS CERTIFIED AND ALLOWABLE FOR AMORTIZATION IN CATEGORY I 
INDUSTRIES WHICH RECEIVED CERTIFICATES OF NECESSITY OF $10,000,000 OR MORE 
Amounts Allowable 
certified amortization f 
SIC No. Brief Description * ($ thousand) ($ thousand) 

2421 Sawmills & planing mills 19,449 8,399 
2671 Paperboard boxes: folded, set-up, and corrugated 19,816 9,882 
2823 Plastics materials 274,204 146,170 
2881 Cottonseed oil mills 13,212 4,445 
2931 Beehive coke ovens 82,955 48,132 
3099 Rubber industries, n.e.c. 19,134 12,509 
3211 +Filat glass 14,183 11,346 
3274 Lime 17,486 12,674 
3297  Nonclay refractories 44,201 36,726 
3299 Nonmetallic mineral products, n.e.c. 13,875 9,593 
3333 Primary smelting & refining of zinc 24,095 P5452 
3411 Tin cans and other tinware 17,448 6,490 
3443 Boiler shop products 40,926 21,878 
3521 Tractors 60,646 28,001 
3691 Storage batteries 15,968 8,392 
3861 Photographic equipment & supplies 26,476 15,364 








* Census of Manufactures: 1947, op. cit., Appendix C. 

+ As of 15 April 1953. Source: see Table 4, footnote f. 
other hand, there are many instances where the 
two percentages barely differ by the necessary 
ten points. For instance, the top four firms in 
SIC No. 3333 (primary smelting and refining 
of zinc) made 53.3 per cent of all shipments in 
1947 and received 64.0 per cent of the total 
amount certified. 

The largest contributors to category D were 
SIC Nos. 2612 (paper and paperboard mills), 
2819 (industrial inorganic chemicals), 2911 
(petroleum-refining), 3311 (blast furnaces), 
3334 (primary aluminum), and 3722 (aircraft 
engines and parts). Together they received 
nearly $5 billion of certificates, or 63.8 per cent 
of the total for category D. Of these six indus- 
tries, petroleum-refining (2911) is close to the 
border line between categories D and U, but the 
others show a pronounced tendency toward de- 
concentration.” 

“7 Perhaps the most extreme case is that of aluminum 
(3334), where the three pre-Korean producers received only 
59.4 per cent of the total amount certified for rapid amorti- 
zation. The other firms receiving certificates for primary 
aluminum facilities were: Anaconda Aluminum Co., $65,- 
150,000; Harvey Machine Co., $159,950,000; Olin Industries 
Inc., $123,300,000; Wheland Co., $35,450,000; and three 
other companies which received small certificates. Not all 
of these will necessarily be used. In particular, Olin Indus- 
tries and Wheland will not construct their proposed alumi- 
num facilities. 

Blast furnaces (3311) appears to be another industry in 
which a strong tendency toward deconcentration was fostered 
by the manner in which accelerated amortization privileges 


were distributed: its 1947 concentration ratio was 67.3 per 
cent, compared with an 18.8 per cent share of the industry’s 


Ii 


Although space limitations prevent a full 
treatment of the shortcomings of the foregoing 
analysis, several qualifications or warnings 
should be kept clearly in mind in evaluating it. 
The more important of these possible pitfalls 
are listed below; undoubtedly the reader will be 
able to lengthen the list. 

Deficiencies of data. A variety of pitfalls 
come under this heading. 

1. The 15 April 1953 business-machine tab- 
ulation, a vital source of information for this 
study, contained many errors. Some were easy 
to spot and correct; ** others could be detected 
only by the tedious process of checking major 
portions of the tabulation against a set of ODM 


amortization awarded to the big four. For aircraft engines 


(3722) these percentages are 71.5 per cent compared with 
47.7 per cent, and for inorganic chemicals (2819) 32.1 per 
cent compared with 14.8 per cent. 

Other areas worthy of mention are the following: air- 
craft parts and equipment (3729), with a 1947 concentration 
ratio of 37.3 per cent and an amortization share for the top 
4 firms of only 6.7 per cent; transformers (3615), with 72.9 
per cent and 21.6 per cent; rolling, drawing, and alloying of 
nonferous metals. n.e.c. (3359), with 58.0 per cent and 6.8 
per cent; rolling, drawing, and alloying of aluminum (3352), 
with 94.2 per cent and 49.5 per cent; cyclic crudes (2821), 
with 90.6 per cent and 31.9 per cent; and synthetic fibers, 
with 78.4 per cent and 36.4 per cent. 

*®For instance, the Hanna Coal and Ore Corp. was 
classified in SIC No. 2011, which is wholesale meat-packing. 
This certificate should have been listed under SIC No. tort, 
a mining category. Obviously this was a typographical 
error. 
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TABLE 6.— AMOUNTS CERTIFIED AND ALLOWABLE FOR AMORTIZATION IN CATEGORY D 
INDUSTRIES WHICH RECEIVED CERTIFICATES OF NECESSITY OF $10,000,000 OR MORE 


Amounts Allowable 
certified f amortization f 
SIC No. Brief Description * ($ thousand) ($ thousand ) 
I95I Small arms 14,243 10,339 
2222 Yarn throwing mills 18,759 9,380 
2224 Yarn mills, cotton system 11,358 5,690 
2225 Yarn mills, silk system 18,759 9,380 
2233 Cotton broad woven fabrics 20,753 11,947 
2432 Plywood plants 19,586 8,377 
2612 Paper & paperboard mills (except bldg-paper & bldg-board) 366,764 187,472 
2812  Alkalies and chlorine 294,159 144,713 
2819 Industrial inorganic chemicals, n.e.c. 750,782 440,011 
2821 Cyclic (coal-tar) crudes 47,614 27,460 
2825 Synthetic fibers 243,551 112,271 
2833 Medicinal chemicals 46,441 24,523 
2841 Soap and glycerin 11,217 6,772 
2852 Inorganic color pigments 38,208 18,308 
2895 Bone black, carbon black, and lamp black 34,648 19,776 
2896 Compressed & liquified gases 118,496 62,926 
2911 Petroleum-refining 1,600,277 1,037,050 
2932  #Byproduct coke ovens 271,217 188,857 
3311 Blast furnaces 792,751 636,966 
3313 Electrometallurgical products 197,122 133,771 
3331 Primary smelting & refining of copper 85,970 60,333 
3334 Primary refining of aluminum 947,887 784,048 
3352 Rolling, drawing, & alloying of aluminum 216,115 114,743 
3359 Rolling, drawing, & alloying of nonferrous metals, n.e.c. 56,806 44,128 
3392 Wire-drawing 14,872 8,694 
3393 Welded & heavy-riveted pipe 218,014 146,406 
3542 Metal-working machinery (except machine tools) 35,746 22,197 
3566 Mechanical power-transmission equipment (except ball & 39,510 27,003 
roller bearings) 

3615 Power & distribution transformers 35,739 17,921 
3616 Switchgear, switchboard apparatus, and industrial controls 19,264 12,186 
3717 Motor vehicles & parts 112,032 79,341 
3721 ~=Aircraft 146,480 96,720 
3722 Aircraft engines & parts 511,485 360,548 
3723 Aircraft propellers & parts 19,559 14,064 
3729 ~=Aircraft parts & equipment, n.e.c. 262,165 177,350 
3831 Optical instruments & lenses 12,307 8,436 
3842 Surgical & orthopedic appliances & supplies; personal 14,353 8,528 


safety devices, n.e.c. 


* Census of Manufactures: 1947, Appendix C. 
y As of 15 April 1953. Source: see Table 4, footnote f. 


press releases and by watching for inconsist- 
encies between the ODM expansion goal under 
which a project had been authorized and the 
SIC group in which it had been placed. Un- 
doubtedly not all the errors were found, but I 
am confident that after the corrections were 
made nearly all certificates of $1 million or more 
were correctly classified. 

2. Identification of the leading firms may be 
faulty in some cases.*” It should be emphasized, 
however, that the results overstate somewhat 
the number of industries in category I. In many 
industries where the fourth and fifth (or even 
the sixth) largest firms are about the same size, 


*° See footnote 21, above. 


the firm which received the most amortization 
was chosen as the fourth firm. 

3. Even if the 1947 leaders were correctly 
identified in every case, some of these firms 
may have lost their position of leadership be- 
tween 1947 and the beginning of rapid amorti- 
zation in 1950. Or the extent of dominance 
exercised by these firms may have changed. 

4. Some critics may object to the type of 
data used here. Concentration ratios based on 
value of shipments may be considered inferior 
to those based on value added or other meas- 
ures, although I regard value of shipments at 
least as good as any alternative for the purposes 
of this study. Similarly, the industry groupings 
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of the Standard Industrial Classification are 
exceedingly crude. For instance, in several 
cases identical products are produced by more 
than one SIC industry. 

Finally, the basic tabulation of certificates 
gives no indication of the extent to which recip- 
ients have failed to use their rapid amortiza- 
tion privileges — and do not intend to use them. 
The significance of this depends partly on the 
problem one is studying, the intended results 
of policy decisions or the actual results. Cer- 
tainly we are interested in the former problem 
as well as the latter, and from the standpoint of 
intended results the fact that a certificate is not 
actually used is unimportant. I have no exten- 
sive information about the magnitude of this 
problem. 

Limitations of scope. The scope of this study 
has been restricted in several ways. 

5. Most important, perhaps, is the exclu- 
sion of nonmanufacturing industries, even 
though they received about half the total amount 
certified as of April 1953. 

6. In addition, the study does not consider 
certificates granted since 15 April 1953. 

7. A somewhat different limitation of scope 
should also be mentioned: effects on concentra- 
tion in buying have been ignored entirely. This 
was required, of course, by the type of data 
available. But it is conceivable that, concomi- 
tantly with a tendency toward deconcentration 
among sellers of manufactured goods, increased 
concentration has been fostered among buyers 
of raw materials and semi-manufactured prod- 
ucts. 

8. Even on the selling side of markets for 
manufactured goods, analysis of only the top 
four firms may give an inaccurate view; accord- 
ing to the above discussion, however, this is not 
very likely. Indeed, it is conceivable (though 
even less likely) that former nondominant 
firms have expanded so much in relation to the 
former top four firms as a result of rapid write- 
offs that concentration among the present top 
four exceeds the 1947 figure. 

Problems of interpretation. The reader will 
have to decide for himself the importance of the 
potential pitfalls listed above. But in any case 
some additional warning signs should be posted, 
all relating to the significance of the findings. 

g. For one thing, the whole concentration- 
ratio approach may be considered too mechan- 
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ical to illuminate changes in market behavior 
very much. The distinction between the ‘‘anat- 
omy” of an industry and its “physiology”’ is 
relevant in this connection.*® This study has 
been concerned largely with the former. Espe- 
cially where collusion exists, the concentration 
ratio tells us little about market behavior. 

10. Similarly, the degree of benefit per dol- 
lor of allowable amortization varies among 
firms — a point ignored in the above analysis. 
Intensive case studies of firms would be needed 
to determine the importance of this problem. 

11. A related difficulty is the degree to which 
emergency facilities will have value beyond the 
five-year period of rapid amortization. There 
are two aspects to this problem. One is the ex- 
tent to which rapid amortization allowances 
exceed actual capital consumption; surely firms 
will differ widely in this respect. The other 
aspect deals with the possibility of using emer- 
gency facilities for normal peacetime produc- 
tion. Insofar as a leading automobile manu- 
facturer can use a tank plant effectively for 
assembling autos, it is misleading to say that a 
certificate for such a plant does not effect con- 
centration in the automobile industry. Un- 
doubtedly there are more than a few such in- 
stances, but there seems to be no simple method 
of determining the extent to which they would 
influence the above results. 

12. Finally, some critics may regard accel- 
erated amortization as not sufficiently impor- 
tant to have much influence one way or the 
other on industrial concentration and market 
behavior. But even if they are right — which 
is dubious —the foregoing analysis is not 
robbed of significance. Accelerated amortiza- 
tion may be viewed from at least two aspects: 
as an active causal agent which influences in- 
dustrial structure, or as a passive indicator of 
changes in industrial structure. Even if one 
denies the validity of the former aspect, the 
latter may be important for two reasons. First, 
it seems likely that the distribution of amorti- 
zation privileges is a fairly good index of the 
distribution of other governmental aids to busi- 
ness during the Korean crisis. And second, the 
distribution of rapid amortization provides a 
rough indication of the total investment pattern 
during 1950-53 (whatever the underlying cau- 


*° See Adelman, “The Measurement of Industrial Con- 
centration,” op. cit., p. 269. 
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sal factors) in such important manufacturing 
fields as primary steel and aluminum, aircraft, 
and chemicals.*? 


IV 


The preceding analysis requires little elabo- 
ration. The main conclusion is clear enough 
and, subject to the reservations just noted, it is 
firmly established: industrial concentration in 
American manufacturing has tended to be 
diminished by the manner in which rapid write- 
off privileges have been distributed among 
firms. Industries characterized by a tendency 
toward deconcentration far outstripped those 
with a tendency toward concentration, both in 
terms of absolute numbers and in terms of total 
amounts certified for rapid amortization. 

Two problems of interpretation remain, how- 
ever. The first arises from a further conclusion 
of the study —that most rapid amortization 
went to very large firms. This finding may seem 
paradoxical in the context of the main conclu- 
sion, but it is easily explained by two factors. 
First, and more important, the facilities expan- 
sion program has laid particular stress on in- 
vestments in metals, petroleum, chemicals, and 
paper — all areas of the economy in which the 
leading firms are enormous enterprises. In these 
fields a firm can be very large in terms of abso- 
lute size and still be a minor factor in its indus- 
try. This can be seen, for instance, in the fact 
that 13 petroleum companies and 8 steel com- 
panies are included in a list of the 50 largest 
manufacturing corporations in 1948.®? Second, 
huge conglomerate companies received large 
amounts of rapid amortization, in many cases 
for expansions in areas of hitherto minor impor- 
tance for these firms. For example, the more 
than $300 millions of certificates granted to 
General Motors Corporation as of 30 June 
1953 °° were classified in 22 different SIC in- 
dustries. General Motors was not an important 
producer in all of these industries in 1947. 

The second problem is this: can the tendency 
toward industrial deconcentration be attributed 
to policies designed to safeguard small business 
and preserve competition? A definite answer 

*'U. S. Department of Commerce, Survey of Current 
Business (February 1952), p. 20. 

U.S. Federal Trade Commission, A List of 1,000 Large 


Manufacturing Companies, op. cit. 
*° Computed from the ODM tabulation described above. 
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cannot be given, but I am skeptical that such 
policies on the part of NSRB, ODM, and others 
were important in determining the outcome. 
The Small Defense Plants Administration per- 
formed creditably on behalf of small firms once 
it got into operation, but in dollar terms it prob- 
ably did not greatly alter the results. A more im- 
portant explanation would seem to be the policy 
of a “broad defense base,’’ promulgated by De- 
fense Secretary Marshall in the early months of 
the Korean crisis.** Under this policy procure- 
ment agencies were directed to spread their 
contracts over a large number of suppliers, and 
one may surmise that a disproportionate num- 
ber of non-dominant firms applied for certif- 
icates of necessity as a result. In addition, the 
Antitrust Division appears to have been alert to 
the dangers of the situation and to have influ- 
enced decisions taken by the operating agen- 
cles.*° 

Those who believe that reduced industrial 
concentration is a good thing may take heart 
from the present findings, but they should not 
dismiss the threat to competition posed by 
heavy defense mobilization. The favorable rec- 
ord of the recent past might have been even 
better had the administrators of rapid amortiza- 
tion followed more aggressively the policy di- 
rectives designed to safeguard small business 
and promote competition. For the future one 
can hope that mobilization programs (if we 
must have them) will be viewed explicitly as 
opportunities for achieving the goals of our anti- 
monopoly laws. 


*U. S. Department of Defense, Semiannual Report of 
the Secretary of Defense, July 1 to December 1, 1950 
(Washington, 1951), p. 2. 

* The following statement was made by Mr. H. Graham 
Morison, formerly Assistant Attorney-General in charge of 
the Antitrust Division, 8 April 1951: 


In the field of tax amortization, although we have no 
responsibility under the law and no veto power, we 
certainly have been in constant communication with Mr. 
Harrison’s office [DPA] and have constantly asked, 
“Let’s examine the economic facts in this particular 
industry vis-a-vis the demands of the military for goods 
before we say which company or companies shall finance 
their expansion of facilities from the public purse 
through tax amortization.” There, again, the officials in 
the Defense Production Administration have been ap- 
preciative of our interest and of the facts which we have 
given them. 


This statement was made before a conference on mobiliza- 
tion policy at White Sulphur Springs, West Virginia, 5-8 
April 1951, sponsored by the University of Chicago Law 
School. See Aaron Director (ed.), Defense, Controls and 
Inflation (Chicago, 1952), p. 309. 
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